n MARLBORO PRICING ALTERNATIVES 

OBJECTIVES 


• TO RECOMMEND FUTURE PRICING STRATEGIES WHICH 

- WILL "PROTECT" THE MARLBORO FRANCHISE AND, 

- AID IN SLOWING DISCOUNT CATEGORY SHARE 

•TO RECOMMEND TIMING OF PRICING ACTION 
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Source: https://www.industrydocuments.ucsf.edu/docs/qzjm0004 





n MARLBORO PRICING ALTERNATIVES _ 

DISCOUNT CATEGORY GROWTH (FUELED BY INCREASES IN 
DEEP-DISCOUNT DISTRIBUTION GAINS AND GAP) CONTINUES TO IMPACT 
MARLBORO'S SHARE 
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MARLBORO PRICING ALTERNATIVES _ 


ASSUMING THAT THE PRICE GAP REMAINS CONSTANT, WE EXPECT 
DISCOUNT TO LEVEL-OFF AT AROUND 38 - 40 SHARE POINTS. HOWEVER, 
BASED ON HISTORY AND CURRENT BIG1F DISCOUNTING OF DEEP DISCOUNT 
AT RETAIL, WE ANTICIPATE A FURTHER WIDENING OF THE PRICE-GAP 
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Source: https://www.industrydocuments.ucsf.edu/docs/qzjm0004 






n MARLBORO PRICING ALTERNATIVES 


THE INDUSTRY COULD LOSE SUBSTANTIAL VOLUME IN 1994 DUE TO THE 
IMPENDING FET. OUR ESTIMATES FOR THE EXPECTED CONSUMPTION 
DECLINE RANGE FROM 4.3 TO 7.8%. ABSOLUTE PRICE THRESHOLD 
EFFECTS COULD REDUCE VOLUME EVEN MORE (IF LIST-PRICES ARE NOT 
DROPPED) 

EXPECTED DECLINE IN 
INDUSTRY VOLUME 
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INDUSTRY ELASTICITY OF -0.30 
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n MARLBORO PRICING ALTERNATIVES _ 

PAST PRICING STUDIES SEEM TO INDICATE THAT MARLBORO’S 
EQUITY/IMAGE CAN SUPPORT A $4 PRICE GAP. THEREFORE TO "MAINTAIN 
SHARE" USING THE "PROMOTION ONLY” SCHEME IS NOT A FEASIBLE 
SOLUTION* 


FREQUENCY DURATION 

4 1 MONTH 

5 1 MONTH 

6 1 MONTH 


* IGNORING ISSUES RELATIVE TO PASS THRU, EFFICIENCY, SALES FORCE BURDEN, SENSITIZING BUYERS, 
BRAND IMAGE, LOGISTICS, ETC. 
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Source: https://www.industrydocuments.ucsf.edu/docs/qzjm0004 




n MARLBORO PRICING ALTERNATIVES _ 

THERE ARE THREE PRIMARY" OPTIONS AVAILABLE TO INCREASE 
MARLBORO SHARE AND/OR DECREASE DISCOUNT CATEGORY GROWTH 
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R MARLBORO PRICING ALTERNATIVES _ 


BASED ON THE MLP LEARNING AND UTILIZING THE PRICE/PROMOTION 
MODEL, WE ESTIMATE THAT FOR AN "EQUIVALENT SPEND", LIST-PRICE 
REDUCTION WOULD YIELD A HIGHER SHARE 


S' MARLBORO SIMULATION 


DROP LIST PRICE $4 VS. 5 PROMOTIONS OF $8 
ASSUME DEEP DISCOUNT PRICE REMAINS CONSTANT 
EQUIVALENT SPEND = $1.55 BILLION 

MARLBORO SHARE 


22.75 



LIST ONLY 


PROMOTION ONLY 


WITHOUT LIST PRICE DECREASE OR PROMOTION SPEND AND ASSUMING DISCOUNT 
PRICE DOESN'T CHANGE, MARLBORO IS EXPECTED TO "LEVEL-OFF" AROUND A 21.3 
SHARE IN 1994 

EXCLUDED FROM PROMOTION ONLY SCENARIO ARE "COSTS" INCURRED FOR EXECUTION, LOSS 
LOYALTY/EQUITY, AND LOADING 
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n MARLBORO PRICING ALTERNATIVES _ 

ANALYSIS OF VARIOUS FACTORS INDICATE LIST PRICE REDUCTION (EDLP) 
IS PROBABLY THE BEST PRICING STRATEGY 
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n MARLBORO PRICING ALTERNATIVES _ 

ANALYSIS OF FACTORS INFLUENCING TIMING OF PRICE CHANGE SHOWS 
INDIFFERENCE TO AN IMMEDIATE OR A PRE-FET/YEAR END PRICE CHANGE 
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n MARLBORO PRICING ALTERNATIVES 
RECOMMENDATIONS 


• BASED ON OUR ANALYSIS OF THE THREE PRICING ALTERNATIVES, WE 
CONCLUDE THAT A LIST PRICE REDUCTION (EDLP) IS THE MOST 
BENEFICIAL TO PM 

•HOWEVER, DUE TO MARKET PLACE PRESSURES, SOME PROMOTIONAL 
SPEND WILL BE REQUIRED. WE RECOMMEND, THEREFORE, THAT PM 
CONSIDER A SLIGHTLY LOWER LIST PRICE REDUCTION COUPLED WITH 
SOME PROMOTIONAL EXPENDITURES 

• ANALYSIS OF TIMING ALTERNATIVES INDICATES THAT EITHER AN 
IMMEDIATE OR PRE-FET/YEAR END CHANGE STRATEGY IS ADVISED 

•WE RECOMMEND THAT PM WAIT FOR ONE TO TWO MONTHS BEFORE 
IMPLEMENTING ANY PRICING STRATEGY, PRIMARILY TO FACILITATE A 
BETTER UNDERSTANDING OF MLP AND RECENT DISCOUNT CATEGORY 
DEVELOPMENTS 


e£89£0090S 
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[^MARLBORO LEADERSHIP PROGRAM 

OBJECTIVES 


•TO DETERMINE SHARE IMPACT OF MLP AND ANALYZE 
ASSOCIATED COMPLIANCE & PASS THRU ISSUES 


•TO DETERMINE THE IMPACT ON PRICE GAPS AND COMPETITIVE 
SHARE PERFORMANCE 
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Jil 


Hmarlboro leadership program 

PENETRATION OF MLP AMONG "PARTICIPATING" STORES IS IN THE RANGE 
OF 88 - 89%, BUT TOTAL PENETRATION IS 5 -10% LOWER 


5 WEEKS ENDING 6/28/93 
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[T] MARLBORO LEADERSHIP PROGRAM 


EFFECTIVE PASS THRU COMPLIANCE AMONG "PARTICIPATING" STORES IS 
BETWEEN 85% - 88%, BUT TOTAL PASS THRU OF THE MLP PROGRAM IS 
SIGNIFICANTLY LOWER 


EFFECTIVE % PASS THRU 
(ADJUSTED FOR VALUE) 
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[^MARLBORO LEADERSHIP PROGRAM _ 


MARLBORO VS. LOWEST DEEP DISCOUNT PACK PRICE GAP HAS DROPPED 
TO $.55/PACK FROM A $.94 LEVEL 

MARLBORO vs. LOWEST DEEP DISCOUNT GAP 
PRE-BOOKED STORES 
Pack Price 
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[^MARLBORO LEADERSHIP PROGRAM __ 

MARLBORO VS. LOWEST DEEP DISCOUNT CARTON PRICE GAP HAS 
DROPPED TO APPROXIMATELY $4.28/CARTON. THIS APPEARS TO BE THE 
DESIRED "TARGET GAP" BASED ON RESULTS FROM PRIOR PRICE GAP 
ANALYSES. 

MARLBORO vs. LOWEST DEEP DISCOUNT GAP 
PRE-BOOKED STORES 
Carton Price 

PRICE GAP($) 



$3.00 $4.00 $5.00 Total 

SOURCE: MARKET DECISIONS PRICE DATA (500 Stores) 
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Source: https://www.industrydocuments.ucsf.edu/docs/qzjm0004 







■ SHARE INCREASE 

888 CARTON PRICE DECREASE (NOTE: NCS PACK) 

* PROJECTED ESTIMATE BASED ON 1 WEEK OF DATA. NIELSEN WAS FURTHUR ADJUSTED FOR 
MARLBORO'S 5 FOR 3 MAT OFFER IN MAY 

0£89£0090<* 


Source: https://www.industrydocuments.ucsf.edu/docs/qzjm0004 











U] MARLBORO LEADERSHIP PROGRAM __ 

NIELSEN DATA INDICATES A 1.22 SHARE GAIN FOR MARLBORO IN MAY 
1993. AFTER ADJUSTING FOR MAT 5 FOR 3, WE ESTIMATE THAT THE 
EQUIVALENT MONTHLY IMPACT WOULD HAVE BEEN 2.96 SHARE POINTS. 
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SOURCE: NIELSEN 
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[^MARLBORO LEADERSHIP PROGRAM _ 

EXPLANATION OF NIELSEN SHARE GAIN PROJECTION (ONLY FOR YOUR 
EYES DAVE!!) 


• BASED ON McLANE INFORMATION, WE ESTIMATED THAT MARLBORO GAINED 8% VOLUME DUE 
TO THE 5 FOR 3 PROGRAM OVER A SIX WEEK PERIOD (2 WEEKS IN MAY)* 

• WE TOOK 2(WEEKS)/6 (WEEKS) OF THIS INCREASE TO HAVE OCCURRED IN MAY = .33*8 = 
2.64% 

• USING AN APPROXIMATE SHARE OF 22.0 FOR MARLBORO THIS TRANSLATES TO 
INCREMENTAL SHARE OF .22*2.64=.58 SHARE POINTS 

• WE THEN SUBTRACTED 0.50 (CONSERVATIVE GAIN VS. .58) ESTIMATE FROM THE 1.22 
OVERALL GAIN = 0.72 AND ATTRIBUTED THIS TO THE 1 WEEK OF MLP PROMOTION 

• FROM THE MARKET DECISION PRICE DATE WE ESTIMATED A NET PRICE REDUCTION OF 3.2% 
DURING MAY. 

• BASED ON THIS DECREASE AND A 0.72 SHARE INCREASE WE ESTIMATED A SHORT TERM 
ELASTICITY OF-1.0. 

• BUT THE ACTUAL DECREASE IN THE ONE WEEK OF MLP WAS 13.6% (MARKET DECISION 
DATA), WHICH ALONG WITH THE -1.0 ELASTICITY WOULD IMPLY A 13.6% SHARE INCREASE, 
WHICH TRANSLATES TO A 2.99 SHARE GAIN (22 SHARE BASE * .136). 


* Dave, nole the importance of McLane data for “tracking and analyzing" promotional SKU's. We can send 
relevant McLane info to you if required. 
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RMARLBORO LEADERSHIP PROGRAM 




_!U- 

nMARLBORO LEADERSHIP PROGRAM _ 

IRI DATA SHOWS A 3.09 SHARE GAIN FOR MARLBORO OVER THREE 
WEEKS. AVERAGE PRICE DISCOUNT DURING THIS PERIOD WAS $3.00. 


TOTAL MARLBORO 
1 MM SHARE 
TOTAL U.S 
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|^]MARLBORO LEADERSHIP PROGRAM __ 

ANALYSIS OF IRI DATA INDICATE A SIGNIFICANTLY HIGHER SHARE 
RESPONSE IN $5 BUYDOWN STATES. THE $3 STATES SHOW UNUSUALLY 
LOW SHARE PERFORMANCE 


MARLBORO SHARE GAIN 



$3 $4 $5 TOTAL 
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Source: https://www.industrydocuments.ucsf.edu/docs/qzjm0004 
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R MARLBORO LEADERSHIP PROGRAM 


PROFITABILITY ANALYSIS INDICATES A NET LOSS OF 126MM FOR A ONE 

MONTH MLP (WITH A 3 SHARE INCREMENTAL RESPONSE ESTIMATE) 

•BASE MARLBORO GOING RATE/MONTH 

= 9.33 BILLION UNITS 

•BASE MARLBORO PROFITABILITY ($.05/STICK) 

= 465MM 

• MARLBORO INCREMENTAL VOLUME/MONTH 

= 1.1 BILLION UNITS 

- (3 SHARE * 490 BILLION/12 MONTHS) 


•TOTAL MARLBORO VOLUME 

= 10.4 BILLION UNITS 

•TOTAL MARLBORO PROFITS 

= 339 MM 

- (.85 COMPLIANCE * 9.3 + 1.1)*.03/STICK + 

- .15 NON COMPLIANCE ‘ 9.3 * .05/STICK 

• 

• NET IMPACT OF ONE MONTH MLP 

= -126MM 


9£89£009QS 


Source: https://www.industrydocuments.ucsf.edu/docs/qzjm0004 









[^MARLBORO LEADERSHIP PROGRAM 

SUMMARY & FINDINGS 


• MARLBORO GAINED APPROXIMATELY THREE (3) SHARE POINTS FROM 
MLP, INSPITE OF COMPETING WINSTON & CAMEL PROMOTIONAL 
PROGRAMS 

• MARLBORO PERFORMANCE IN $4 AND $5 STATES WAS SIGNIFICANTLY 
HIGHER THAN THE $3 STATES 

•AN EXTREMELY HIGH LEVEL (85%) OF PASS THRU COMPLIANCE (WHEN 
COMPARED TO OTHER CPG CATEGORIES) WAS ACHIEVED IN A 
RELATIVELY SHORT TIME 

• RESPONSE INDICATES THAT MARLBORO CAN ATTRACT "LOW PRICE 
BUYERS" AND EFFECTIVELY COUNTER DISCOUNT GROWTH WITH A 
REDUCED PRICE GAP 

• OVERALL, THE PROGRAM CONFIRMS OUR BELIEF THAT MARLBORO CAN 
RETURN TO ITS "GROWTH PHASE" AT A POINT WHERE BRAND EQUITY 
AND GAP ARE SUSTAINABLE. IN MARLBORO'S CASE THE TARGET GAP 
APPEARS TO BE IN THE RANGE OF $4 TO $5 A CARTON. 
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Source: https://www.industrydocuments.ucsf.edu/docs/qzjm0004 






